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    Term premiums mean risk compesation above short term interest rate investors 
require when hold long-term bonds because they face risks like future interest rate 
changes. Studying the information content of term premiums is very important in 
fixed-imcome investment and policy-making. Using Chinese inter-bank bonds data 
we abstract 1 to 7 years term premiums with Essentially-Gaussian Model and Kalman 
Filter Estimation, and study their basic characteristics, factors and predictive power.      
    Emprical results showe that term premiums exist significantly on Chinese 
Inter-bank Bonds Market, and their mean and volatility increase with the maturity of 
the bonds. The term premiums increase in economic deperssions and decline in 
economic prosperities. This means that the investors on Chinese bonds market require 
the risk-reward when facing the interest rate risk. The greater the risk, the higher the 
risk premium required, which is clearly in line with the principles of finance and 
intuition. 
    The interest factors, macroeconomic factors, CP factor and interest rate volatility 
are the important factors affecting the term premiums. In the interest factors, the CP 
factor includes more information than other indicators like the difference between 
short and long term interest rate. The term premiums are more closely related with 
monetary variables and macroeconomic liquidity, just as inflation, money supply, 
exchange rate and so on, and they have weaker relationship with economic growth. 
According to the ideas of Duffee(2011), I construct a new hidden factor. This new 
hidden factor has not significant relationship with the interest factors and 
macroeconomic factors, but it can affect the term premiums, and it contains the 
information of investor sentiment. Whether CP factor, hidden factor, or the 
macroeconomic variables, they can not cover the information of interest rate volatility 
explaining term premiums. The interest rate volatility and term premiums are 
positively correlated.  
    In terms of forecast information content, we find that the term premiums have 
predictive effect on some period spot rate change, some exchange rate, real economic 
conditions, and the money supply (when the term premiums increase, 1-year and 
2-year spot rate changes will increase, 6-year and 7-year spot rate changes will 
decline, US dollar against the RMB exchange rate and Hong Kong dollar against the 















decline, employment, real per capita income, human resource labor compensation 
index, and generating capacity will reduce, and the money supply will increase). 
What's more, term premiums show good predictive power in the bond market. Term 
premiums have positive predictive effect on bond index excess return, bond index 
trading volume, bond index trading amount. The term premiums can not predict the 
index excess return of the stock market, the stock market trading volume, and trading 
amount. The reason of why the term premiums have no significantly prediction on the 
stock market may be that the term premiums come from the bond market. Although 
the term premiums have no significant predictive power on inflation, the inflation has 
the reverse effct on the term premiums. The predictive power of term premiums 
means that term premiums can play a useful role in transaction, decision-making, and 
policy-making. 
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